REPORT OF THE AUDITOR-GENERAL TO THE NORTH WEST PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 

PERFORMANCE INFORMATION OF THE KGETLENGRIVIER LOCAL 

MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the accompanying financial statements of the Kgetleng River Local 
Municipality which comprise the statement of financial position as at 30 June 2009, 
the statement of financial performance, the statement of changes in net assets and 
the cash flow statement for the year then ended, a summary of significant 
accounting policies and other explanatory notes, as set out on pages 6 to 16. 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with Generally Recognised Accounting 
Practice (GRAP), as set out in accounting policy note 1 and in the manner required 
by the Local Government: Municipal Finance Management Act, 2003 (Act No. 56 of 
2003) (MFMA), Auditor-General audit circular 1 of 2007 and the Division of Revenue 
Act (Act No. 1 of 2007) (DoRA) and for such internal control as the accounting 
officer determines is necessary to enable the preparation of financial statements 
that are free from material misstatement, whether due to fraud or error. 

The Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of the Republic of South Africa, 1 996 
read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility is to express an opinion on these financial statements based on my 
audit. 

4. I conducted my audit in accordance with the International Standards on Auditing 
read with General Notice 616 of 2008, issued in Government Gazette No. 31057 of 
15 May 2008. Those standards require that I comply with ethical requirements and 
plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement 
of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. An audit 
also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as 
evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 



Basis for disclaimer of opinion 

Revenue 

7. I did not obtain sufficient and appropriate audit evidence to determine the accuracy, 
occurrence, cut-off and completeness of revenue amounting to R77 503 600 as 
reflected in the statement of financial performance, due to the following: 

• There was a difference of R1 123 939 between the conditional grants 
recognised as revenue and the conditional grants reconciliation. 

• Supporting documentation of R4 259 425 relating to water meter readings 
could not be presented. 

• There was a difference of R1 008 183, relating to the investments interest, 
between the investment register and the accounting records. 

• According to paragraph 13, GRAP 9 - Revenue, amounts collected as agent 
of the entity or on behalf of other third parties do not result in increases in 
assets or decreases in liabilities, therefore they are excluded from revenue. 
The municipality, however, recognised all of the licence and permit fees 
collected on behalf of the Department of Public Safety as income, therefore 
revenue was overstated by R4 130 236. Furthermore, there was a difference 
of R2 989 732 relating to licences and permits between the e-NATis reports 
and the accounting records. 

• Interest earned on the main cheque account of R544 922 was not recorded in 
the accounting records. 

• The official interest rate charged on all the arrear accounts for the first nine 
months of the financial period was not approved by the council and the 
interest rate used for the last three months of the financial period was not in 
accordance with the approve interest rate of prime plus one per cent. I was 
unable to confirm the accuracy of interest earned on outstanding debtors of 
R9 182 019. 

• The electricity and water tariffs approved by the council were not approved 
by the National Electricity regulator of South Africa (NERSA) and the 
Department of Water Affairs and Forestry (DWAF), respectively. In the 
absence of such approval, the fee structure previously approved by NERSA 
and DWAF applied, with the result that revenue was overstated. 

• It was not possible to follow some electricity meter readings to the debtors 
sub-ledger. Furthermore, billing for several service accounts was based on 
an estimated consumption for more than a year. 

• I was unable to verify the accuracy and occurrence of property rates 
amounting to R2 358 492 since the municipality did not perform rate 
reconciliation between the valuation roll and rates used on the system. 

8. I was unable to perform alternative procedures relating to the above limitations, due 
to a lack of alternative documentation and system limitations. 



Expenses 

9. I did not obtain sufficient and appropriate audit evidence to determine the accuracy, 
occurrence, classification and completeness of the expenditure as reflected in the 
statement of financial performance, due to the following: 

• Supporting documentation of R1 153 535 relating to tender documentation 
was not provided. 

• I was unable to determine accuracy of the depreciation due to the material 
difference of R156 564 803 between the fixed asset register and the 
statement of financial position. 

• Repairs and maintenance amounting to R1 986 620 were erroneously 
included under general expenses, resulting in overstatement of general 
expenses. 

• The municipality accounted for all of the licence and permit fees collected on 
behalf of the Department of Transport as income. Consequently they 
accounted for the transfer of those monies to the department as expenditure 
in the statement of financial performance, therefore expenditure is 
overstated by R7 270 434. 

• Expenditure supporting documentation of R481 166 could not be presented 
for audit. 

• Thirty-one employees could not be verified, which cast significant doubt on 
the existence of these employees. 

10. 1 was unable to perform alternative procedures relating to the above limitations, due 
to a lack of alternative documentation and system limitations. 

Creditors 

11.1 was unable to verify the completeness, existence, valuation and allocation of and 
obligation relating to the opening balance included in the statement of financial 
position and notes to the financial statements due to the impact of the audit 
qualification on the creditor balance during the 2007-08 financial year. 

12. 1 did not obtain sufficient appropriate audit evidence to determine the existence, 
valuation and completeness of and the obligations or rights relating to creditors as 
disclosed in the statement of financial position, due to the following: 

• There was a difference of R299 948 between the payroll system report and 
the accounting records, therefore leave provision was overstated. 

• Municipal infrastructure grants (MIGs) amounting to R1 3 524 000 were offset 
against trade creditors, resulting in trade creditors being stated at debit 
balance in the AFS. 

• Payments of R8 490 184 already made were included in the trade creditors 
balance. 

• Supporting documents of other creditors amounting to R1 878 802 were not 
presented for audit. 



• Furthermore, creditors with debit balances were incorrectly disclosed under 
current liabilities. This was also indicative of duplicate payments made to 
creditors. 

• Supporting documents for the suspense accounts amounting to R3 1 48 31 3 
were not presented for audit. 

Unspent conditional grants and receipts 

13. 1 did not obtain sufficient appropriate audit evidence to determine the existence, 
valuation and completeness of and obligations relating to creditors as disclosed in 
the statement of financial position, due to the following: 

• Municipal system improvement grant (MSIG) of R2 520 000 was wholly 
recognised as revenue without the conditions of the grants being met, 
therefore unspent conditional grants were understated by R2 397 909 as 
only R195 735 had met the revenue recognition criteria. 

• There was a difference of R3 1 00 461 between the accounting records and 
the financial statements, therefore MIG unspent balance was understated by 
R3 100 461 

• There was a difference of R165 222 between the accounting records and the 
financial statements, therefore the Rural Development Programme (RDP) 
unspent balance was understated by R165 222. 

• There was a difference of R226 269 between the accounting records and the 
financial statements, therefore unspent conditional grant from Department of 
Minerals and Energy (DME) was overstated by R226 269. 

14. Furthermore, the unspent conditional grants balance as disclosed in the statement 
of financial position was not fully backed by cash as the investments at year-end 
were not sufficient to cover the total balance of unspent conditional grants. 

Provisions 

1 5. According to GRAP 1 9 paragraph 20, A provision shaii be recognised when an 
entity has a present obiigation (iegai or constructive) as a resuit of a past event; it is 
probabie that an outfiow of resources embodying economic benefits or service 
potentiai wiii be required to settie the obiigation; and a reiiabie estimate can be 
made of the amount of the obiigation. The municipality has an obligation to 
rehabilitate its landfill sites in terms of its licence stipulations; however, no provision 
was raised in the financial statements for the costs of rehabilitating the landfill sites. 

Net assets 

16. 1 was unable to verify the completeness, existence, valuation and allocation of and 
the, rights and obligations relating to the opening balances included in the statement 
of changes in net assets, due to the impact of the audit qualification on net assets 
during the 2007-08 financial year. 

17. 1 did not obtain sufficient appropriate audit evidence to determine the existence, 
valuation and completeness of and obligations relating to funds and reserves as 
disclosed in the statement of changes in net assets, due to the following: 



• Fixed asset register did not contain the funding source of the assets, 
therefore it was not possible to reconcile the assets register with the 
reserves. 

• Housing Development Fund was not cash backed as the investments at 
year-end could only cover part of the unspent conditional grants. 

Property, plant and equipments (PPE) 

18. 1 was unable to verify the completeness, existence, valuation and allocation of and 
the rights and obligations relating to the opening balance included in the statement 
of financial position and notes to the financial statements, due to the impact of the 
audit qualification on the PPE balance during the 2007-08 financial year. 

19. 1 did not obtain sufficient appropriate audit evidence to determine the existence, 
valuation and completeness of and the rights relating to the PPE amounting to R201 
164 748 as disclosed in the statement of financial position, due to the following: 

• The difference of R1 56 564 803 between the fixed asset register and the 
statement of financial position. 

• The assets register contains insufficient details to trace assets from the 
register to the physical location and vice versa. Furthermore, the municipality 
did not conduct physical count of the assets. 

• Depreciation charges were not calculated on new additions, which is in 
contravention of the Statement of Generally Recognised Accounting 
Principles (GRAP) 17, paragraph 65. Consequently, accumulated 
depreciation was understated by R272 272. 

• No maintenance and service plans for the infrastructure were available, 
therefore it was not possible to determine the accuracy of the useful life of 
infrastructure assets. 

• The Statement of GRAP 1 7, PPE states that each significant part must be 
accounted for and depreciated separately. Infrastructure assets were not 
broken up into serviceable parts. 

• Land held for development was not accounted for as an asset. It was not 
possible to quantify the understatement because the municipal valuation roll 
did not include such values. 

• Disposed assets with the carrying value of R178 943 were not removed from 
the asset register and this carrying value of disposed assets was not 
disclosed in the PPE note to the financial statements, as required by GRAP 
17.82, Disclosure. 

• VAT amounting to R85 584 relating to newly purchased assets was wrongly 
capitalised. 

Investments 

20. 1 was unable to determine the existence, valuation and completeness of and rights 
relating to the investments as disclosed in the statement of financial position, due to 
the difference of R3 918 966 between the investment register and the accounting 
records. We were unable to obtain an explanation for this. 



Long-term liabilities 

21 . 1 did not obtain sufficient appropriate audit evidence to determine the existence, 
valuation and completeness of and obligations relating to the long-term liability, due 
to the following: 

• The contract agreement between the Development Bank of Southern Africa 
and Kgetleng River Local Municipality was not available. 

• Furthermore, the short-term portion of the obligation due within the 1 2 
months after year-end was not disclosed as a short-term portion. 

Inventory 

22. 1 was unable to verify the completeness, existence, valuation and allocation of and 
rights and obligations relating to the opening balance included in the statement of 
financial position and notes to the financial statements, due to the impact of the 
audit qualification on the inventory balance during the 2007-08 financial year. 

23. 1 did not obtain sufficient appropriate audit evidence to determine the existence, 
valuation and completeness of and rights relating to the inventory as disclosed in 
the statement of financial position, due to the following: 

• Only stock purchases were accounted for, while stock issued was 
disregarded, thus significantly inflating year-end stock quantities. 
Furthermore, the inventory list did not contain year-end values, therefore it 
was not possible to determine the accuracy of the stock valuation at year- 
end. 

• Other inventory amounting to R66 991 showed no movement during the past 
financial year, which indicates that the stock might have been damaged or 
no longer be in use. 

Trade and other receivables 

24. 1 was unable to verify the completeness, existence, valuation and allocation of and 
rights and obligations relating to the opening balance included in the statement of 
financial position and notes to the financial statements, due to the impact of the 
audit qualification on the trade and other receivables balance during the 2007-08 
financial year. 

25. 1 did not obtain sufficient appropriate audit evidence to determine the existence, 
valuation and completeness of and rights relating to the trade receivables as 
disclosed in the statement of financial position, due to the following: 

• Debtor account with credit balances amounting to R1 853 457 was 
erroneously offset against other debtor account, therefore debtors were 
understated by the above-mentioned amount while creditors were 
understated by the same amount. 

• A difference on the capital suspense account, for which we could not obtain 
supporting evidence, amounting to R1 847 596 was noted between the 
general ledger and the financial statements. 

• Insufficient details were provided, therefore it was not possible to reperform 
a provision for doubtful debt calculation. 



• No supporting documentation could be obtained to substantiate the R950 
096 opening balance of Town Hall deposits included in the debtors balance. 

• Unallocated deposits amounting to R1 293 219 was not cleared at year-end, 
therefore it was not possible to assess the impact upon outstanding 
accounts. 

• The VAT refund for May and June 2009 amounting to R529 1 99 was not 
accounted for as a debtor, therefore trade receivables were understated by 
the above-mentioned amount. 

Bank and cash 

26. It was not possible to verify the accuracy of the reconciliation between the cashbook 
and the bank statement, due to the following: 

• R41 7 1 34 difference between the outstanding cheque listing and the bank 
reconciliation. 

• Supporting documents of R2 264 243 relating to the outstanding deposits on 
the bank reconciliation. 

27. Furthermore, the negative cash book balance was incorrectly disclosed under 
current assets. 

Cash flow statement 

28. Profit on sale of assets amounting to R1 278 452 was erroneously disclosed as 
cash flow from operating activities. Profit on sale of assets should be accounted as 
extraordinary activity. 

29. Interest charged on outstanding debtors was disclosed as actual interest received 
under cash flow from operating activities and there was no supporting evidence that 
this interest was actually received in cash from the debtors. 

Commitments 

30. No supporting documentation for commitments could be provided, therefore it was 
not possible to determine the completeness of commitments as none was disclosed 
in the financial statements. 

Contingent liabilities 

31 . No legal confirmation from the municipal attorneys or representation from 
management could be obtained, therefore it was not possible to determine the 
completeness of contingent liabilities as none was disclosed in the financial 
statements. 

Disclaimer of opinion 

32. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion on the financial statements of the 
municipality. Accordingly, I do not express an opinion on the financial statements. 

Other matters 

33. Without qualifying my opinion, I draw attention to the following matters that relate to 
my responsibilities in the audit of the financial statements: 



Other information inciuded in the annuai report 

34. 1 have obtained the other information included in the annual report and I have not 
identified any material inconsistencies with the financial statements. 

Unaudited suppiementary scheduies 

35. The municipality provided supplementary information in the financial statements on 
whether resources were obtained and used in accordance with the legally adopted 
budget, in accordance with GRAP 1 Presentation of Financial Statements. The 
supplementary budget information set out on pages 16 to 22 does not form part of 
the financial statements and is presented as additional information. Accordingly, I do 
not express an opinion thereon. 

Non-compliance with applicable legislation 

Local Government: Municipal Systems Act, 2000 (Act No 32 of 2000) (MSA) 

36. Council members had not declared their business interests, as required by schedule 1 , 
Code of Conduct for Councillors, paragraph 7 of the MSA. 

37. Section 57 managers did not enter into a separate performance agreement with the 
municipality, as required by section 57 of the MSA. 

Municipal Finance Management Act, Act 56 of 2003, 

38. The municipality had no audit committee in operation throughout the financial year, 
as required by section 166 of the MFMA. 

39. The municipality had no internal audit function in operation throughout the financial 
year, as required by section 165 of the MFMA. 

40. The accounting officer did not submit the monthly financial report on the state of the 
municipal budget, as required by section 71 of the MFMA. 

Governance framework 

41 . The governance principles that impact the auditor’s opinion on the financial 
statements are related to the responsibilities and practices of the accounting officer 
and executive management and are reflected in the key governance responsibilities 
addressed below: 

Key governance responsibilities 

42. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this is 
the implementation of key governance responsibilities, which I have assessed as 
follows: 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and provided in 
a timely manner 



1. 

No significant difficulties were experienced during the audit concerning delays or 
the availability of requested information. 


N 

Quality of financial statements and related management information 






No. 

Matter 

Y 

N 

2. 

The financial statements were not subject to any material amendments resulting 
from the audit. 

Y 


3. 

The annual report was submitted for consideration prior to the tabling of the 
auditor’s report. 


N 

Timeliness of financial statements and management information 


4. 

The annual financial statements were submitted for auditing as per the legislated 
deadlines section 126 of the MFMA. 


N 

Availability of key officials during audit 


5. 

Key officials were available throughout the audit process. 

Y 


Development of and compliance with risk management, effective internal 
control and governance practices 


6. 

Audit committee 




• The municipality had an audit committee in operation throughout the 
financial year. 


N 


• The audit committee operates in accordance with approved, written terms of 
reference. 


N 


• The audit committee substantially fulfilled its responsibilities for the year, as 
set out in section 166(2) of the MFMA. 


N 

7. 

Internal audit 




• The municipality had an internal audit function in operation throughout the 
financial year. 


N 


• The internal audit function operates in terms of an approved internal audit 
plan. 


N 


• The internal audit function substantially fulfilled its responsibilities for the 
year, as set out in section 165(2) of the MFMA. 


N 

8. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of financial and risk management. 


N 

9. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of compliance with applicable laws and regulations. 


N 

10 . 

The information systems were appropriate to facilitate the preparation of the 
financial statements. 


N 

11. 

A risk assessment was conducted on a regular basis and a risk management 
strategy, which includes a fraud prevention plan, is documented and used as set 
out in section 62(1)(c)(i) of the MFMA. 


N 

12 . 

Powers and duties have been assigned, as set out in section 79 of the MFMA. 


N 

Follow-up of audit findings 


13. 

The prior year audit findings have been substantially addressed. 


N 




No. 

Matter 

Y 

N 

14. 

SCOPA resolutions have been substantially implemented. 


N 

Issues relating to the reporting of performance information 


15. 

The information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 


N 

16. 

Adequate control processes and procedures are designed and implemented to 
ensure the accuracy and completeness of reported performance information. 


N 

17. 

A strategic plan was prepared and approved for the financial year under review 
for purposes of monitoring the performance in relation to the budget and delivery 
by the Bojanala Platinum District Municipality against its mandate, 
predetermined objectives, outputs, indicators and targets as per section 68 of 
the MFMA. 


N 

18. 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those charged 
with governance. 


N 


43. Significant difficulties in obtaining various supporting documents were experienced. 
Management did not keep to the agreed-upon five-day turnaround period for 
information requests, nor for management comments on audit findings. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

Report on performance information 

44. 1 have not reviewed the performance information as set out on pages xx to xx. 

The accounting officer’s responsibility for the performance information 

45. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality must 
include the annual performance report of the municipality, prepared by the 
municipality in terms of section 46 of the MSA. 

The Auditor-General’s responsibility 

46. 1 conducted my engagement in accordance with section 1 3 of the PAA read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 
2008 and section 45 of the MSA. 

47. In terms of the foregoing my engagement included performing procedures to obtain 
sufficient appropriate evidence about the performance information and related 
systems, processes and procedures. The procedures selected depend on the 
auditor’s judgement. 

48. 1 believe that the evidence I have obtained is sufficient and appropriate to provide a 
basis for the findings reported below. 




Findings on performance information 

Usefulness and reliabiiity of reported performance information 

49. The entity has not developed policies and procedures giving guidance for the recording 
of performance processes and related controls. 

50. Contrary to section 41 of the Municipal Systems Act 32 of 2000, management did not 
establish an effective performance management system. The entity did not have the 
following in place regarding the performance management system: 

• Staffing structure adequate for proper performance management and 
measurement and positions filled with skilled individuals 

• Controls in place to ensure that the performance information reported to different 
role players is consistent and aligned with objectives 

• For the roles, responsibilities and accountabilities for the under-mentioned areas 
there was no clear documentation and no communication with the relevant staff. 

i) Developing and evaluating output performance measures; 

ii) Collecting, coordinating and compiling performance information; 

ill) Ensuring data integrity and quality assurance over performance 
information; 

iv) Monitoring and managing data measurement and reporting processes; 

v) Reporting sufficient and appropriate information to stakeholders. 

APPRECIATION 

51 . The assistance rendered by the staff of the Kgetlengrivier Local Municipality during 
the audit is sincerely appreciated. 



Rustenburg 
15 January 2010 



AUDITOR-GEN 
SOUTH AFR 


E R A L 
C A 


